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A  FRDSPBCTIVE  PAYMENT  SYSTEM  FCR  PHYSICIAN  RADICOjOGY,  ?NESTHESJA 
EAIHOLCGY  SERVICES  FURNISHED  TO  HOSPPIT^  INFAnENIS 


EXBCimVE  SUmARY 


Section  9344(c)  of  F^jblic  Law  99-509,  the  Qnnibus  Budget  Reconciliation 
Act  of  1986,  directs  that: 


The  Secretary  of  Health  and  Human  Services  shall  study  and 
report  to  Congress  by  July  1,  1987,  concerning  the  design 
and  iirplementation  of  a  prospective  payment  system.  ..for 
radiology,  anesthesia,  and  pathology  services  furnished  to 
hospital  inpatients.    Such  report  shall  include  data,  fran  a 
representative  sanple,  showing,  for  discharges  classified 
within  each  diagnosis-related  groi?),  the  distribution  of 
total  reasonable  charges  and  costs  for  each  inpatient 
discharge  for  such  services. 


Ifrider  a  prospective  payment  system  for  radiology,  anesthesiology  and 
pathology  (RAP)  physician  services  to  hospital  inpatients,  Medicare 
would  make  a  single  payment  that  would  cover  all  RAP  services  provided 
to  a  patient  during  a  hospital  admission.  The  key  idea  is  that  Medicare 
mi^t  control  costs  and  encourage  efficiency  by  paying  a  predetermined 
amount  for  all  RAP  services  provided  during  a  hospital  stay.  The 
approach  has  been  briefly  mentioned  by  others  ((Dffice  of  Technology 
Assessment,  1986;  Congressional  Budget  Office,  1986)  and  would  be 
aaiceptually  similar  to  the  current  prospective  payment  system  (PPS) 
for  hospitals. 


There  are  numerous  options  for  designing  and  irrplanenting  a  prospective 
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payment  syston  for  inpatient  RAP  services.    Hie  objective  of  this 
report  is  to  discuss  major  design  and  inplanentation  pptions  and  to 
provide  descriptive  findings  from  research  currently  being  conducted. 
As  background,  the  report  includes  data  on  total  Medicare  expenditures 
for  RAP  pi^sician  professional  services  to  iipatients  and 
characteristics  of  physicians  that  provide  these  services.    Uiis  report 
also  briefly  reviews:  how  Medicare  currently  pays  for  physician  RAP 
services  to  iipatients,  the  major  approaches  that  could  be  considered 
for  refining  or  reforming  the  current  payment  system,  and  the  rationale 
for  a  prospective  payment  system  for  RAP  sen/ices. 

A  number  of  iitportant  decisions  would  be  needed  to  iitplement  a 
prospective  payment  system  for  RAP  services.  The  major  issues 
discussed  in  this  report  include: 

o  v^ether  to  consolidate  the  payment  with  the  hospital  prospective 
payment  systen  or  to  establish  an  independent  payment  system, 

o  vrtiether  to  pay  the  hospital,  the  pt^sician  groi:^)  if  capable  of 
distributing  the  payment,  or  the  individual  physician, 

o  to  v^t  extent  balance  billing  should  be  permitted, 

o  beneficiary  cost  sharing, 

o  vffiat  services  to  include  in  the  bundled  payment,  and 
o  quality  of  care  inplications. 
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Numerous  additional  related  issues  must  cLLso  be  addressed,  such  as  to 
what  extent  the  bundled  payment  should  be  adjusted  in  a  manner  similar 
to  the  hospital  PPS,  data  requironents ,  whether  the  payment  should  be 
based  on  national,  regional,  or  local  cost  weights,  recognition  of 
certified  registered  nurse  anesthetists  (a?NAs)  costs,  and  other 
possible  inpacts  on  beneficiaries,  physicians,  and  hospitals. 

The  Department  is  sponsoring  extramural  research  to  study  issues 
related  to  the  development  of  a  prospective  payment  systan  for  RAP 
physician  services  to  ir^aatients.    Findings  fron  research  ccnpleted 
thus  far  denonstrates  that: 

o  Data  files  necessary  for  determining  program  payments  can  be 
successfully  merged,  ccnpiled  and  processed. 

o  MDSt  RAP  services  furnished  to  hospital  inpatients  are  provided  by 
radiologists,  anesthesiologists,  and  pathologists.    Little  evidence 
was  found  of  billing  by  RAP  specialists  for  non-RAP  activities. 

o     As  a  group,  TXGs  explain  over  half  the  variation  in  RAP  charges. 
However,  some  RAP  ERGs  appear  relatively  homogeneous  in  their 
charges  (e.g. ,  many  surgical  DRGs)  v^ile  others  display  wide  charge 
variation  (e.g. ,  many  medical  ERGs). 

o  RAP  ERG  cost  weights  are  fairly  consistent  across  states. 
Uierefore,  a  sanple  of  data  might  be  sufficient  for  calculating 
cost  weights  for  actual  program  iirplementation. 
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o  TVn  analysis  of  poterttial  redistributive  effects  of  national  RAP  TSPG 
payment  rates  showed  that  over  one-half  of  hospitals  would  receive 
windfall  gains  of  $15  or  inore  on  every  admission,  v^ile  about  16 
percent  would  lose  this  amount  on  every  case.    Ihe  groups  most 
likely  to  win  and  lose  are  rural  hospitals  and  teaching  hospitals, 
respectively. 

Uhder  a  prospective  payment  syston  for  RAP  physician  services  to 
inpatients,  Medicare  would  make  a  single  payment  that  would  cover  all 
RAP  services  provided  to  a  patient  during  a  hospital  admission.  Uie 
key  idea  is  that  Medicaire  might  control  costs  and  encourage  efficiency 
by  paying  a  predetermined  amount  for  all  RAP  services  provided  during  a 
hospital  stay.    Paying  for  all  physician  services  using  ERGs  has  been 
found  theoretically  possible  tut  inpractical  and  inadvisable  for 
nationwide  inplGinentation.    However,  we  believe  that  ERG  based  payment 
for  RAP  services  is  feasible.    Predetermined  bundled  payments  would 
reinforce  the  incentives  of  the  hospital  prospective  payment  syston  to 
eliminate  unnecessary  and  inappropriate  services  v^ile  maintaining 
beneficiary  protection,  and  could  yield  sere  twdgetary  savings. 
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A  FROSPELTIVE  FhYMEm  SYSTEK  FCR  HiYSICM  RADiaXGY,  ANESTHESIA  AND 
FAIHOLOGY  SE3WICES  FUFiNISHED  TO  HOSPnAL  INFATTENTS 


Section  9344(c)  of  Public  Law  99-509,  the  Qnnibus  Budget  Reconciliation 
Act  of  1986,  directs  that: 


Uie  Secretary  of  Health  and  Human  Services  shall  study  and 
report  to  Congress  by  July  1,  1987,  concerning  the  design 
and  iirplanentation  of  a  prospective  payment  system. . .  for 
radiology,  anesthesia,  and  pathology  services  furnished  to 
hospital  inpatients.    Such  report  shall  include  data,  from  a 
representative  sanple,  showing,  for  discharges  classified 
within  each  diagnosis-related  group,  the  distribution  of 
total  reasonable  charges  and  costs  for  each  inpatient 
discharge  for  such  services. 


Under  a  prospective  payment  system  for  radiology,  anesthesiology  ar^ 
pathology  (RAP)  ^lysician  services  to  hospital  inpatients.  Medicare 
would  make  a  single  payment  that  would  cover  all  RAP  services  provided 
to  a  patient  during  a  hospital  admission.  Ihe  key  idea  is  that  Medicare 
might  control  costs  and  encourage  efficiency  by  paying  _a  predetermined 
amount  for  all  RAP  physician  services  provided  during  a  hospital  stay. 
The  approach  has  been  briefly  mentioned  by  others  (Office  of  Technology 
Assessment,  1986;  Congressional  Budget  Office,  1986)  and  would  be 
ccjnceptually  similar  to  tlie  current  prospective  payment  system  (PPS) 
for  hospitals. 


There  are  numerous  options  for  designing  and  iirplonenting  a  prospective 


1 


payment  syston  for  RAP  physician  services  to  hospital  inpatients.  Uie 
objective  of  this  report  is  to  discuss  major  design  and  inplementat ' -tn 
options  and  to  provide  descriptive  findings  frctn  research  currently 
being  conducted.    As  background,  the  report  includes  data  on  total 
Medicare  expenditures  for  RAP  physician  professional  services  to 
hospital  inpatients  and  characteristics  of  pl^icians  who  provide  these 
services.    Hiis  report  also  briefly  reviews:  how  Medicare  currently 
pays  for  RAP  pfiysician  services  to  hospital  iipatients ,  the  major 
approaches  that  could  be  considered  for  refining  or  reforming  the 
current  payment  system,  and  the  rationale  for  a  prospective  payment 
systan  for  RAP  services. 

Current  Method  of  Paving  for  RAP  Riysician  Services  to  Hospital 
Inpatients.    By  law  (Title  XVIII  of  the  Social  Security  Act  (1965)  ar^ 
subsequent  amendments) ,  Medicare  pays  for  Part  B  physician  services 
under  the  custonary,  prevailing,  and  reasonable  (CFR)  charge  system. 
In  general,  the  approved  charge  for  an  individual  service  is  the  least 
of  the  physician »s  sutmitted  charge,  the  custonary  charge,  the 
prevailing  charge,  and  an  "inherently  reasonable"  charge.  Medicare 
pays  80  percent  of  allowed  charges  that  exceed  the  annual  deductible. 
Growth  in  the  prevailing  charge  is  limited  by  a  special  index  referred 
to  as  the  Medicare  Economic  Index  vMch  reflects  changes  in  physician 
practice  costs  and  changes  in  earnings  in  the  general  econany. 

Payment  for  professional  radiology,  anesthesia  and  pathology  services 
generally  follc^^  the  CPR  methodology.  Medicare's  specific  procedure 
for  paying  for  RAP  services  has  varied  over  the  history  of  the  program 
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and  is  discussed  further  in  ^pendix  A. 


strategies  for  Reforndno  Medicare  Riysician  Payments.  Uie 
A[3hiinistration's  ultimate  goal  is  to  restrain  costs  through  corpetitive 
ccnsumer  choices  between  traditional  Medicare  and  systems  to  vMch 
Medicare  makes  capitated  payments.    Capitated  systems  are  a  proven 
method  for  delivering  quality  care  efficiently.    In  this  approach, 
Medicare  would  make  payments  to  systems  which  accept  a  single  payment, 
determined  in  advance,  for  all  care  which  a  beneficiary  may  require 
during  a  year.    The  intent  is  to  include  all  covered  services, 
including  RAP  physician  services  to  hospital  inpatients,  in  this  single 
capitated  payment. 

The  Administration  has  previously  considered  txit  rejected  fee  schedules 
and  ERGs  as  preferable  alternative  ways  to  reform  the  way  that  Medicare 
pays  for  all  physician  services.    Briefly,  fee  schedules  would  be 
inherently  anticorpetitive  and  would  not  control  service  volume  and 
intensity.    The  Department  has  concluded  that  a  series  of  specific 
refinements  of  the  Medicare  physician  payment  system  is  preferable  to  a 
fee  schedule. 

The  Rationale  for  a  RAP  WG  payment  system.    ER3-based  payment  for  all 
physician  services  to  inpatients  was  found  to  be  difficult  to 
ijiplement,  coiplex  to  administer,  and  unpredictable  in  its  inpact  on 
physicians  and  beneficiaries.    Hcwever,  physicians  vflx)  provide  RAP 
services  have  different  relationships  with  hospitals  and  beneficiaries 
than  attending  physicians  and  surgeons.    Patients  rarely  select  the 
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physicians        provide  RAP  services  and  thus  cannot  shop  for  the  "best 
buy"  in  terms  of  quality  or  price.    Sonet imes,  the  first  cognizant 
contact  patients  have  with  these  physicians  is  when  they  receive  a  bill 
for  services. 

Traditionally,  these  jiiysicians  maiintain  a  hospital-oriented  practice 
and  have  contractual  agreements  or  other  close  relationships  with  the 
hospital  to  provide  RAP  services.    RAP  physicians  report  that  79 
percent  of  their  revenues  are  derived  from  hospital  patients,  a  figure 
much  higher  than  even  for  surgeons  (Table  1).    RAP  physicians, 
especially  pathologists,  are  more  likely  to  be  eiployed  as  full  time 
hospital  staff  (Table  2).    T^cording  to  a  survey  by  the  American 
Medical  Association,  the  physician  specialties  most  likely  to  have 
financisLl  contracts  with  hospitals  are  pathologists  (78%)  and 
radiologists  (58%)  (Table  3).    In  a  special  survey  of  anesthesia 
services,  the  Center  for  Health  Econcmics  Research  (CHER)  (1987) 
reported  that  it  is  cannon  for  a  group  of  anesthesiologists  to  provide 
or  sipervise  the  provision  of  anesthesia  services  for  aill  operations  at 
the  hospital  under  contract. 

During  1983,  approximately  15  percent  of  Medicare  expenditures  for 
physician  services  furnished  to  hospital  iipatients  was  for  services  by 
RAP  specialists  (Table  4).    Additional  background  information  on  RAP 
physician  incone,  participation  in  the  Medicare  Participating  Fhysician 
Program  and  acceptance  of  assignment,  and  deperKlency  on  Medicare  for 
total  practice  revenue  are  included  in  Tables  5  throu^  7. 
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EESIGN  CF  THE  FT^YMENT  SYSTEM 


The  mjor  issues  surrounding  the  design  of  a  prospective  payment  system 
for  RAP  services  include: 

o  vtfiether  to  consolidate  the  payment  with  the  hospital  PPS  or  to 
establish  an  independent  payment  system; 

o  "vflxm  to  pay?",  i.e. ,  the  hospital,  the  jiiysician  group  if  capable 
of  distributing  the  payment,  or  the  individual  plnysician; 

o  to  what  extent  balance  billing  should  be  permitted; 

o  beneficiary  cost  sharing; 

o  what  services  to  include  in  the  twndled  payment,  such  as:  (1)  all 
services  furnished  by  RAP  specialists  or  all  RAP  services 
regardless  of        furnished  the  service,  (2)  v*iether  carplenentary 
medical  and  surgical  procedures  should  be  included,  and  (3)  whether 
"service  windows"  should  be  used;  and 

o  quality  of  care  inplications. 
NUrerous  additional  related  issues  imist  also  be  addressed,  such  as: 
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o  data  requiranents  for  determining  payment  ar¥3  adjustment  amounts; 

o  v*iether  payments  should  be  based  on  national,  regional,  or  local 
cost  weights; 

o  to  vtfiat  extent  the  bundled  payment  should  be  adjusted  in  a  manner 
sijnilar  to  the  hospital  PPS  to  account  for  possible  payment 
differences  between  regions  or  types  of  hospitals  or  doctors  (e.g. , 
urban/rural,  disproportionate  share  hospitals); 


o  paying  for  anesthesia  services  furnished  by  CRT^;  and 

o  the  iirpact  of  payment  changes  on  program  administration, 
physicians,  hospitals,  and  beneficiaries. 


Each  of  these  issues  is  sunrarized  in  the  roreinder  of  this  section. 

The  Basic  Payment  Svstan.    A  critical  issue  is  vtfiether  PAP  services 
should  be  classified  as  iipatient  hospital  services  and  subsumed  into 
the  hospital  PPS  or  v^ether  there  should  be  a  separate  identifiable 
payment  for  PAP  services. 


Define  PAP  Services  as  Inpatient  Hospital  Service.    If  RAP  services 
were  redefined  as  inpatient  hospital  services,  the  consolidated 
hospital/RAP  standardized  amount  would  be  calculated  and  relative 
wei^Tts  would  be  recalibrated  according  to  the  hospital  PPS 
methodology.    Hiysicians  furnishing  RAP  services  voald  receive 
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payment  for  services  directly  frcm  the  hospital  rather  than  fron 
Medicare  or  the  beneficiary.    Thus,  physicians  could  not  balance 
bill  patients  for  cliarges  that  exceed  Medicare's  allowed  charge 
cLLthough  they  would,  of  course,  be  able  to  negotiate  their 
ccnpensation  with  the  hospital.    This  type  of  design  would  be 
fairly  easy  for  Medicare  to  administer  because  decisions  such  as 
i:pdates,  "vrticxn  to  pay,"  and  payment  adjustments  could  follow  the 
hospital  FPS  methodology  and  update  schedule,  althou^  certain  PPS 
adjustments  mi^t  need  to  be  modified  (e.g. ,  the  indirect  teaching 
adjustment ) .    Other  PPS  adjustments  and  outlier  thresholds  migttt 
also  need  to  be  refined  to  recognize  any  iiipact  the  inclusion  of 
RAP  services  might  have  on  hospital  operating  costs. 

Mso,  a  small  percentage  of  beneficiaries  have  Part  A  coverage  but 
no  Part  B  coverage.    It  might  be  necessary  to  have  different  ERG 
payment  amounts  for  beneficiaries  \i)no  had  no  Part  B  coverage. 

A  major  advantage  of  including  the  RAPs  payment  with  the  hospital 
ERG  payment  is  that  it  maximizes  incentives  for  the  efficient  use 
of  resources.    Hospitals  would  face  even  stronger  incentives  to  use 
resources  efficiently  because  of  the  potent icil  for  larger  savings. 
For  exanple,  the  reduction  of  unnecessary  testing  would  provide 
savings  in  both  the  technical  costs  of  performing  the  test  and  the 
professional  costs  of  interpreting  tlie  result.    Hiis  approach  could 
also  provide  new  opportunities  for  the  hospital  to  utilize  the  most 
efficient  mix  of  services.    For  exanple,  by  packaging  anesthesia 
services  into  the  ERG  payment,  a  hospital  mi^t  determine  the 
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clinically  appropriate  and  efficient  mix  of  anesthesia  services. 


Establish  Independent  RAP  Payment  System.     Uie  establishment  of  an 
independent  payment  system  would  not  be  as  sinple  to  administer  as 
the  previous  option,  nor  would  it  necessarily  provide  as  strong 
incentives  for  system  efficiencies;  however,  it  would  permit  more 
flexibility  in  the  design  of  the  payment  system  for  physicians. 
First,  the  classification  system  and  payment  adjustments  could  be 
tailored  specifically  to  cover  RAP  physician  services.  For 
exarrple,  individual  hospital  ERGs  could  be  modified  if  there  is  a 
significant  variation  in  the  amount  of  RAP  services  that  are 
provided  within  them  (e.g.  certain  mediccil  ERGs  in  v^ich  anesthesia 
services  are  needed  for  diagnostic  tests  that  cire  not  always 
performed  on  all  patients  in  the  DRG) .    Mso,  with  sufficient  lead 
time  regional  rates  could  be  developed  to  reflect  differences  in 
practice  patterns  and  provision  could  be  made  for  a  transition  frcm 
regional  to  national  rates.    The  redistributional  inpact  of  RAP 
WGs  might  be  reduced  if  the  system  reflected  classifications  and 
adjustments  that  specifically  accounted  for  differences  in 
physician  resource  use.    Second,  updates,  including  annual  payment 
updates,  could  be  accosiplished  independently  of  the  hospital  PPS. 
Separate  update  capability  could  be  irrportant  if,  for  exanple, 
there  are  changes  in  billing  practices  or  the  provision  of  RAP 
services  v*iich  would  warrant  recalculating  the  payment  amount. 
Finally,  as  discussed  in  greater  detail  below,  the  separate  system 
permits  options  to  allow  RAP  physician  groi^xs  to  bill  directly  and 
receive  payment  frcm  Medicare  and/or  the  beneficiary. 
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Ulis  design  option  would  require  relatively  more  carrier  and  HCEA 
resources  to  iirplanent  and  ireintain  because  an  independent  systan 
for  both  rate  development  and  payment  purposes  would  be  required. 
A  separate  payment  could  potentially  subject  jSrysicians  to  greater 
financial  risk  because  there  would  be  a  analler  payment  bundle  fran 
which  RAP  services  would  be  paid. 

"Whan  to  Pav?".    Under  the  current  payment  system  individual  pf^sicians 
can  accept  or  not  accept  assignment  for  each  individual  sen/ice 
provided.    Under  a  RAP  ERG  payment  systen,  however,  the  payment  would 
cover  the  entire  bundle  of  RAP  services  provided  during  the  hospital 
stay.    Ihus,  it  would  be  difficult  to  retain  the  current  system  of 
billing  and  acceptance  of  assignment  by  individual  piTysicians  even 
under  an  independent  RAP  payment  system.    Since  the  bundled  RAP  payment 
would  cover  the  services  of  more  than  one  fiiysician,  the 
administratively  sinplest  approach  would  be  for  Medicare  to  pay  a 
single  entity  that  is  capable  of  receiving  and  distributing  the 
payment.    Who  would  actually  receive  the  payment  is  partially  dependent 
cn  vfliether  the  physician  gxcujp  accepts  assignment  for  the  bundled 
payment.    Bie  entity  could  be  the  physician(s) ,  the  hospital  or  sane 
other  appropriate  entity  specified  by  the  Secretary.    An  edtemative 
aqpproach  would  be  to  make  direct  payment  to  individual  pJ^icians  based 
cn  allocations  by  the  physician  group  on  a  case  by  case  basis.    The  RAP 
payment  would  sinply  serve  as  a  per  case  ceiling  on  a  fee-for-service 
billing.    This  approach  would  be  considerably  more  difficult  to 
administer. 
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Acceptance  of  Assignment.    The  decision  to  accept  or  not  accept 
assignnent  for  the  bundle  of  services  would  need  to  be  made  by  the  same 
entity  that  receives  and  distributes  the  bundled  payment.    Ttie  present 
Part  B  policy  is  that  a  physician  or  group  of  physicians  v^kd  receive  a 
payment  directly  from  Medicare  may  not  bill  the  patient  for  amounts 
other  than  deductible  and  coinsurance.    Ihis  policy  is  thou^t  to 
provide  a  strong  incentive  for  beneficiaries  to  use  physicians  who 
accept  assignment.    If  a  bundled  payment  were  made  to  a  single  entity, 
all  physicians  on  a  case  would  be  required  to  make  the  same  assignment 
election.    Otherwise,  Medicare  would  need  to  know  how  the  bundled 
payment  was  allocated  among  the  j^Vsicians  on  the  case.    Both  Medicare 
and  the  patient  need  to  Jmow  how  much  each  p^iysician  received  in  order 
to  determine  the  portion  of  any  unassigned  physician  bill  that  could  be 
balance  billed  to  the  patient. 

On  assigned  claims,  the  entity  receiving  payment  and  making  the 
assignment  decision  could  be  the  hospital,  the  medical  staff,  or  an 
organization  representing  the  pJiysicians  furnishing  RAP  services.  For 
unassigned  claims,  payments  could  also  be  made  to  the  hospital,  or  to  a 
physician  groi:??.    However,  payment  to  the  beneficiary  on  unassigned 
claims  provides  an  incentive  for  fiTysicians  to  accept  assignrent  in 
order  to  receive  a  guaranteed  payment  directly  fron  Medicare.    To  avoid 
a  significant  step  back  from  the  effort  to  increase  Medicare  assigrment 
rates,  it  may  be  preferable  for  Medicare  to  continue  to  pay  the 
beneficiary  on  unassigned  claims. 
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Balance  Billim.    Ifiider  current  rules,  individual  pi^icians  are 
permitted  to  bill  the  beneficiary  on  a  fee-for-service  basis  up  to 
their  Maximum  Mlowable  ?V::±ual  Qiarge  (^P^)  limits  (CERA,  1986).  (See 
section  1842(  j)  (1)  (C)  of  the  Act,  as  enacted  by  section  9331(b)(1)  of 
Public  Law  No.  99-509.)    Ftiysicians'  ability  to  bcLLance  bill  for 
charges  above  Medicare's  allowed  charge  is  thought  to  preserve 
beneficiary  access  to  care  by  the  beneficiary's  physician  of  choice. 
Hofwever,  under  a  prospective  payment  system,  balance  billing  may  need 
to  be  restricted  scmevAiat  for  severad  irrportant  reasons: 

o  Fee-for-service  billings  would  undermine  the  incentives  in  the  RAP 
payment  to  control  utilization  of  RAP  services  by  all  physicians 
since  physicians  would  not  be  bound  to  a  predetermined  payment 
amount.    Riysicians  would  have  an  incentive  to  accept  assignment 
when  resource  use  is  less  than  the  RAP  payment  and  to  elect  to 
balance  bill  vdienever  resource  use  is  greater  than  the  ERG  payment. 

o  Beneficiaries  would  be  ejqxDsed  to  additional  financial  liability 
vdien  they  require  higher  than  average  physician  services  since  the 
Medicare  payment  would  be  based  on  average  use  and,  unlike  current 
Medicare  payments,  would  not  increase  in  proportion  to  physician 
use. 

o  Physicians  could  avoid  developing  a  mechanism  for  distributing  the 
RAP  payment  sinply  by  not  accepting  assignment.    ?iS  a  result, 
assignment  and  participation  rates  mi^it  drop  and  beneficiary 
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liability  mi^it  increase  dramatically. 

Alternatives  to  mandatory  assignment  or  unlimited  balance  billing  are 
possible.    For  exanple,  it  would  be  possible  to  permit  a  billing  limit 
similar  to  the  cataract  surgery  charge  limitation  enacted  in  CBRA 
(1986).    (See  section  1842(b)  (11)  (B)  and  (C)  of  the  Act,  as  enacted  by 
section  9334(a)(3)  of  Public  Law  No.  99-509.)    Uhder  such  an  approach, 
collective  billings  i:^)  to  a  fixed  percentage  (e.g. ,  115  percent  or  125 
percent  of  the  RAP  payment)  would  be  permitted.    Since  the  limit  would 
be  established  on  a  collective  basis,  probably  only  a  single  entity 
should  bill  the  patient.    It  should  be  noted  that,  if  such  an  option 
were  ijrplenented ,  it  is  likely  that  sane  piiysicians  would  routinely 
bill  the  maxinuim  allowable  amount.    Physicians  whose  charges  under  CPR 
routinely  exceeded  the  new  fixed  limit  would  bill  the  maximim  to  reduce 
their  loss  of  inccne.    Many  other  physicians  might  also  bill  the 
maximum  allowable  since  it  would  be  difficult  for  them  to  )cnow  the 
exact  percentage  that  they  should  bill  to  insure  inccme  corparable  to 
what  they  previously  received  under  CPR.    Ihis  could  be  an  iirportant 
issue  for  beneficiaries  since  those       receive  relatively  few  RAP 
services  could  be  liable  for  a  balance  billing  amount  that  mi^it  be 
iruch  greater  than  that  to  which  they  would  otherwise  be  subjected. 

Another  approach  would  be  to  establish  an  average  actual  charge 
limitation,  such  as  is  currently  done  under  the  ^P\AC  limit,  rather  than 
use  a  case-specific  \:¥per  limit.    The  difficulty  with  this  alternative 
is  that  individual  beneficiaries  could  be  subjected  to  substantial 
financial  liability  if  they  required  a  greater  than  average  amount  of 
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RAP  services  because  the  charge  limitaticn  would  apply  to  the 
physician *s  average  charges;  charges  to  individual  patients  would  not 
be  limited. 


Beneficiary  Cost  Sharing.    Currently,  RAP  services  are  financed  and 
reiiTtoursed  under  Part  B  of  Medicare,  v^ich  requires  beneficiaries  to 
pay  a  20  percent  coinsurance  and  an  annual  deductible  that  is  currently 
$75.    Regardless  of  \Jhether  the  RAP  payment  were  folded  into  the 
current  hospital  PPS  payment  or  made  separately,  RAP  services  would 
have  to  continue  to  be  financed  under  Part  B,  or  the  Part  A  trust  fund 
(vffiich  is  financed  by  a  payroll  tax)  would  be  jeopardized. 
Consequently,  beneficiaries  niist  either  pay  a  coinsurance  amount  based 
on  20  percent  of  the  RAP  payment ,  or  scne  other  mechanism  irust  be 
established  to  offset  the  losses  to  either  the  Part  B  Trust  Fund  or  to 
physician  revenues  that  would  occur  if  coinsurance  were  no  longer 
inposed.    This  introduces  questions  of  equity  because,  depending  on 
design  specifications,  beneficiaries  may  be  required  to  pay  the 
starK3ard  coinsurance  amount  even  v*ien  they  received  very  few  RAP 
services  or  none  at  aill.    This  also  removes  the  incentives  of 
coinsurance.    One  of  the  primary  reasons  for  having  coinsurance  is  to 
control  unnecessary  utilization  of  services  ty  making  the  coinsurance 
amount  proportional  to  the  services  received  by  the  patient. 

•Diis  equity  issue  is  especially  relevant  if  the  RAP  payment  were  folded 
into  the  ho^ital  payment.    Mediceure's  payment  would  be  the  same 
regardless  of  vfliether  or  not  the  patient  required  RAP  services.  Hius, 
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unless  cx>insurance  were  applied  even  when  no  PAP  services  were 
received,  either  program  payments  would  have  to  be  increased  or  the 
entity  receiving  the  payment  would  have  to  accept  a  smaller  payment. 

If  a  separate  R7^  payment  is  made,  the  coinsurance  issue  would  pose 
less  of  a  problem.    Uie  payment  could  be  limited  to  inpatient  stays 
where  RAP  services  were  actually  furnished,  and  coinsurance  could  be 
set  at  20  percent  of  the  payment  amount.    Still,  a  decision  might  be 
needed  as  to  how  to  handle  instances  where  only  very  minimal  RAP 
services  were  provided  since  the  beneficiary  could  be  faced  with 
instances  v^re  the  coinsurance  amount  could  be  greater  than  the  total 
value  of  services  received. 

These  equity  issues  suggest  another  alternative,  vtiich  is  to  increase 
the  Part  B  praiuum  slightly  to  cover  the  cost  of  totally  eliminating 
the  coinsurance  for  RAP  services.    Uie  usual  argument  for  having 
coinsurance  is  that  unnecessary  utilization  of  services  is  discouraged 
vdien  the  beneficiary  must  contribute  directly  toward  the  cost  of 
treatment.    Under  a  tundled  RAP  payment  syston,  coinsurance  might  not 
be  needed  to  discourage  unnecessary  utilization.    Inpatients  are  not 
likely  to  be  hi^ly  responsive  to  coinsurance  based  on  a  percentage  of 
a  bundled  payment  because  the  coinsurance  amount  would  be  the  same 
regardless  of  the  amount  of  services  received. 

No  adjustment  in  the  deductible  needs  to  be  considered  for  RAP  ERG 
payment.    Die  deductible  is  unlikely  to  be  affected  by  a  bundled  RAP 
payment  systan  since  patients  requiring  R7VP  services  are  likely  to  have 
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alreacfty  received  other  physician  services  with  charges  that  exceed  the 
deductible  amount. 

Services  to  be  Included  in  the  Bundled  Payment.    There  are  two  broad 
approaches  to  defining  services  to  be  included  in  the  RAP  payment.  Cue 
approach  would  be  to  sinply  include  all  iipatient  services  provided  by 
radiologists,  anesthesiologists,  and  pathologists.    As  will  be 
discussed  later,  anesthesia  services  provided  ty  certified  registered 
nurse  anesthetists  (CRNAs)  mi^t  also  be  covered  by  the  payment 
bundle.    The  other  alternative  is  to  select  all  radiology,  anesthesia, 
and  pathology  services  regardless  of  the  specialty  of  the  physician 
performing  the  procedure.    This  latter  method  might  be  preferable 
because  not  all  RAP  fiiysician  services  furnished  to  hospital  inpatients 
are  performed  by  RAP  specialists,  and  RAP  specialists  perform  sane 
services  not  strictly  considered  as  being  a  RAP  service.    Under  this 
approach,  all  physician  services  classified  as  radiology* 
(diagnostic,  therapeutic,  diagnostic  ultrasound,  and  nuclear  medicine), 
anesthesiology,  and  pathology  (laboratory  and  anatomic  and  surgicail 
pathology)  might  be  defined  as  RAP  services  regardless  of  the  specialty 
of  the  physician  performing  the  procedure.    (See  appendix  B  for 
possible  ways  of  identifying  RAP  services. )    Ihe  major  advantage  of 
this  is  to  achieve  equity  among  different  physicians  vdio  furnish  the 

*     Ihere  is  no  consensus  on  vtot  constitutes  "radiology",  i.e. , 
v*iether  it  is  limited  to  devices  that  use  ionizing 
radiation,  or  also  includes  other  technologies. 
Ndn-radiologists  often  use  the  latter. 
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same  type  of  service,  and  to  avoid  incentives  to  substitute  provision 
of  services  by  non-RAP  specialists  tbat  are  currently  provided  by  PAP 
specialists.    Uie  disadvantage  is  that  more  piTysicians  would  have  to  be 
involved  in  the  distribution  of  the  RAP  payment.    Specific  RAP  services 
could  be  excluded  from  the  bundled  payment  and  paid  separately  if  it  is 
determined  that  they  are  frequently  performed  by  physicians  vlio  do  not 
specialize  in  RAP  services. 

Cne  inportant  issue  to  be  considered  is  vtiether  ccrplementary  medical 
and  surgical  services  frequently  performed  either  by  RAP  specialists  or 
tY  other  medical  or  surgical  specialists  should  also  be  included.  This 
mi^t  include  procedures  such  as  spinal  injections,  CAT  scans,  or  the 
insertion  of  a  catheter  for  coronary  angiography,  all  of  vjhich  could 
potentially  be  performed  by  both  RAP  and  non-R?vP  specialists.    A  major 
advantage  of  including  these  types  of  corplanentary  services  is  that  it 
eliminates  the  opportunity  for  RAP  specialists  to  increase  the  volume 
of  billings  for  them.    The  disadvantage  is  that  it  would  sonevAiat 
corplicate  the  payment  system  by  ciffecting  additional  physicians  for  a 
relatively  small  volume  of  services. 

Quality  of  Care  Implications.    Quality  of  care  is  a  concem  whenever 
payment  changes  are  made  to  contain  the  rate  of  cost  increases  or  to 
provide  incentives  for  efficient  practice.    Bundling  payments  creates 
incentives  for  efficiency  but  stiimlates  concem  over  i^iether  all 
needed  services  will  be  furnished.    Because  physicians  are  not  directly 
affected  by  the  hospital  PPS,  physicians  may  now  function  as  a  guard 
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agadnst  inappropriate  recSuctions  in  inpatient  services.    Including  seme 
physicians  in  the  PPS  payment  may  retauce  this  role,  especially  if  the 
payment  includes  all  RAP  services  regardless  of  specialty,  since 
non-PAP  specialists  can  potentially  order  and  then  personally  provide 
RAP  services  (e.g.,  x-ray  interpretation).    Restriction  of  billing  for 
individual  RAP  services  might  reduce  the  willingness  of  non-RAP 
specialists  to  continue  to  perform  RAP  services.    On  the  other  hand, 
depending  on  how  the  single  payment  was  distributed  among  physicians, 
tliere  could  be  an  incentive  for  individual  physicians  to  provide 
unnecessary  services  in  order  to  obtain  the  largest  possible  share  of 
the  single  payment.    A  separate  RAP  payment  would  presumably  be  more 
likely  to  maintain  quality  of  care,  especially  if  the  payment  was  made 
to  a  ftiysician  group,  because  it  would  allocate  a  specific  payment 
amount  for  RAP  services  by  liTysicians.    Inappropriate  substitution  or 
reduction  of  nonphysician  services  might  thus  be  avoided.    On  the  other 
hand,  this  might  encourage  payment  for  more  expensive  physician  inputs 
vtien  ii^ts  of  capital  or  less  intensely  trained  personnel  are 
available,  appropriate,  and  of  equal  quality. 

Service  Windows.    ?aTother  issue  is  v^ether  to  include  R7^  services  that 
inmediately  precede  or  follow  a  hospital  admission  ("service  windows") 
in  the  standardized  RAP  payment.    This  issue  should  only  affect 
radiology  since  almost  all  anesthesia  and  many  pathology  services  are 
provided  at  the  time  of  surgery.    Without  service  windows,  physicians 
would  have  a  strong  incentive  to  increase  their  Medicare  payments  by 
shifting  place  of  treatment  to  other  sites  before  or  after  the  period 
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of  hospital  treatment.    However,  including  service  windows  in  the 
payment  coiplicates  claims  processing.    While  a  shift  in  the  location 
v*iere  services  are  provided  may  increase  Medicare  expenditures  for  RAP 
services  in  the  short  run,  it  might  eventually  reduce  total  program 
ejqaenditures  to  the  extent  that  less  costly  treatment  settings  are 
used.    In  addition,  because  of  PPS  incentives  already  in  effect,  most 
FlAP  services  that  can  move  out  of  the  hospital  probably  already  have 
been  shifted.    In  the  1984-1985  Physicians'  Practice  Costs  and  Incone 
Survey  (PPCIS) ,  85  percent  of  RAP  physicians  reported  that  they  had 
been  encouraged  to  test  on  an  outpatient  basis  (Rosenbach  ard  Cromwell, 
1985). 

Since  service  windows  would  be  corplex  to  adrtdnister,  it  may  be 
advisable  to  sinply  monitor  unbundling  to  determine  if  and  to  v^t 
extent  it  actually  occurs.    If  undesirable  unbundling  occurs,  the  RAP 
payment  can  be  adjusted  to  account  for  the  increase  in  billings  for 
services  immediately  preceding  or  following  an  admission.  Ihis 
^proach  would  be  analogous  to  the  admissions  pattern  monitoring  v^ich 
was  performed  to  monitor  anticipated  hospital  incentives  under  PPS  to 
increase  admissions.    Rather  than  create  a  cumbersome  system  to  control 
increases  in  admissions,  the  Department  chose  to  closely  monitor  the 
situation  and  adopt  an  adjustment  later  if  necessary.    It  proved  not  to 
be. 

7^i-t^ifTn;qi  Design  Issues  to  be  Considered.    Ihere  are  a  number  of 
additional  issues  to  be  considered  v*ien  designing  a  bundled  RAP  payment 
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system.    TSye  major  ones  include: 


o  data  requirements  for  determining  payment  amounts  and  performing 
subsequent  i:pdates, 


o  vAiether  payment  should  be  based  on  national,  regional,  or  local 
cost  weights, 


o  adjustments  to  be  made  to  the  basic  standardized  payment  amount. 


o  paying  for  anesthesia  services  performed  by  O^NAs,  and 


o  other  inpacts. 


Data  Needed  to  Imolenient  and  Update  the  System.    Regardless  of  the 
basic  design  options  selected,  a  merged  Part  A  and  Part  B  data  file 
must  be  created  at  the  hospital  admission  level  to  determine  the  RAP 
payment  amount.    Ihe  Health  Care  Financing  T^dministration  (HCFA) 
already  has  in  central  office  100  percent  Part  A  hospital  claims  data, 
but  acquiring  and  merging  appropriate  Part  B  data  are  more 
problematic.    At  present  there  are  three  major  options  for  merging  Part 
B  data.    The  first  way  would  be  to  use  the  5  percent  Part  B  Medicare 
Annual  Data  (E^^)  beneficiary  files  that  HCFA  already  collects  fran 
carriers  to  develop  payment  amounts  for  the  most  frequent  ERGs. 
Another  approach  would  be  to  use  100  percent  Part  B  data  files  fran 
selected  carriers  representative  of  the  nation.    T^nother  possibility  is 
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to  canbine  low  volume  ERGs  with  the  most  analogous  hi^ier  volume  ERG. 
Given  erxDugh  time  and  resources,  a  fourth  potential  approach  that  could 
be  used  would  be  to  collect  100  percent  Part  B  files  fran  all 
carriers.    Data  needs  are  ultimately  dependent  ufon  the  design  options 
and  iirplementation  approaches  that  would  be  studied  and  ultimately 
inplemented. 

Carrier-specific.  Regional,  or  National  Payments.    Ihere  are  diverse 
views  concerning  v^iether  Medicare  payment  for  physician  services  should 
continue  the  practice  of  acknowledging  carrier-defined  localities  for 
physician  payment  determinations  or  vdiether  more  uniform  determinations 
are  preferable.    An  added  ccnplexity  is  the  use  of  standard 
metropolitan  statistical  areas  for  determining  urban  hospital 
prospective  payments,  and  sill  other  state  data  for  determining  rural 
hospital  prospective  payments. 

The  decision  to  base  payments  on  carrier,  regional,  or  national  areas 
is  likely  to  have  a  strong  effect  on  the  number  of  hospitals  (or  other 
entities  receiving  the  payment)  that  would  have  large  gains  and  losses 
from  a  bundled  RAP  payment.    To  avoid  extrene  reallocations  of 
physician  payment  funds  between  states  or  localities,  it  mi^it  be 
desirable  to  inplement  the  payment  system  using  a  transitional  approach 
in  v^iich  payments  would  at  first  be  locality  or  carrier  specific  but 
would  then  move  toward  a  national  payment  amount.    However,  securing, 
processing,  and  analyzing  100  percent  Part  B  claims  files  to  support  a 
transitional  approach  would  require  significant  amounts  of  time  and 
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ftdiustjnents.    As  has  been  done  under  the  hospital  PPS,  it  might  be 
desirable  to  consider  adjustments  that  should  be  made  to  the  standard 
RAP  payment  amount  to  account  for  differences  among  different 
geographic  areas  or  practitioners  providing  services.    An  obvious 
adjustment  that  might  be  considered  is  to  account  for  differences  in 
cost  of  practice  tfy  geographic  area.    Ciis  issue  would  be  an  important 
consideration  vtien  deciding  vtiether  payments  should  be  made  at  a 
national,  regional,  or  even  at  sane  lower  level.    Urban/rural  areas  may 
also  have  different  payment  levels.    Perhaps  the  PPS  wage  index  mi^t 
serve  as  an  interim  adjuster  to  account  for  differences  in  practice 
costs  within  the  geograpiiic  area  until  appropriate  indices  of  physician 
geographic  practice  costs  has  been  carpleted,  such  as  those  mandated  by 
section  1845(e)(4)  of  the  Social  Security  Act,  as  enacted  by  section 
9331(e)  of  Public  Law  99-509,  CERA  of  1986. 

Adjustments  for  cases  that  use  extremely  large  amounts  of  RAP  resources 
("outliers")  may  also  be  desirable.    If  the  RAP  payment  were  folded 
into  the  hospital  PPS  payment,  then  outlier  thresholds  might  be 
recalculated  to  account  for  any  iupact  the  inclusion  of  RAP  services 
may  have.    If  a  separate  RAP  payment  were  made,  then  a  new  outlier 
policy  specific  to  RAP  services  might  be  needed. 

Additional  adjusters  that  might  be  considered  are  suggested  by  the 
hospital  PPS.    Uiese  include  hospitals  that  treat  large  proportions  of 
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poor  patients  ( "disproportionate  share  hospitals" ) ,  teaching  hospitals , 
sole  comnLmity  hospitals,  regioncil  referral  centers,  cancer  centers, 
and  rural  referral  centers.    Payment  decisions  for  services  provided  in 
excluded  hospital  units  would  also  be  necessary. 

Finally,  it  may  be  desirable  to  build  in  differential  payments  to  meet 
specific  policy  objectives.    For  exanple,  to  encourage  physicians  to 
sign  participation  agreements  under  the  current  fee-for-service  payment 
system,  the  prevailing  charge  for  nonparticipating  piiysicians  is 
limited  to  96  percent  of  the  prevailing  charges  recognized  for 
participating  physicians  (section  1842  (b)  (4)  (A)  (iv)  of  the  Social 
Security  ?»ct,  as  enacted  by  CBRA  1986,  section  9331(a)).  This 
incentive  could  be  maintained  under  a  bundled  RAP  payment  by  paying 
nonparticipating  medical  staffs  a  reduced  amount  such  as  96  percent  of 
the  payment  provided  to  participating  RAP  medical  staffs. 

Paving  for  Anesthesia  Services  bv  CRNAs.    Regardless  of  the  basic  RAP 
design  option  selected ,  anesthesia  services  provided  by  CT!!NAs  must  be 
recognized  to  insure  that  any  substitution  of  anesthesia  services 
between  CPTPis  and  anesthesiologists  is  appropriate.    Under  current  law, 
anesthesia  services  are  paid  under  both  Part  A  and  Part  B  of  the 
Medicare  program.    Part  A  covers  services  furnished  by  nonpiiysician 
anesthetists        are  employed  ty  or  independently  contract  with  the 
ho^ital.    Such  payments  are  made  on  the  basis  of  reasonable  cost 
principles  to  excluded  hospitals  and  are  treated  as  "pass  throu^" 
costs  carved  out  fron  the  ERG  payment  for  hospitals  governed  by 
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Medicare  PPS  (section  1886(d)(5)(E)  of  the  Social  Security  Act).  On 
the  other  hand,  anesthesiologists  bill  on  a  reasonable  charge  basis  for 
their  anesthetist  QTployee(s) ,  subject  to  the  Part  B  reasonable  charge 
requirenents. 

(BRA  1986  (Section  9320)  ends  C3?NA  pass  through  payments  of  costs  to 
hospitals  and  permits  direct  billing  of  these  services  beginning 
January  1,  1989.    The  direct  billing  option  does  not  preclude  hospital 
enployee  arrangenents  or  continued  enployee  relationships  with 
anesthesiologists  or  other  nonhospital  group  practices.  However, 
direct  billing  by  CFNAs  for  inpatient  services  would  be  inappropriate 
under  a  RAP  Ef{G  payment  systan.    Currently,  payments  for  services  by 
C3^NAs  employed  by  anesthesiolgists  are  included  in  the 
anesthesiologist's  payment  and  would  be  included  in  the  RAP  payment 
amDunt  because  it  is  not  possible  to  determine  what  portion  of  the  bill 
is  for  the  anesthesiologist's  services  and  v*iat  portion  is  for  the 
services  of  the  CKNk  orployed  by  the  anesthesiologist.  Therefore, 
under  direct  billing  by  CRNAs,  Medicare  would  make  duplicate  payments 
for  CRNA  services  to  the  extent  that  anesthesia  services  billed 
directly  for  by  C3?NAs  were  already  included  in  the  RAP  payment. 
Moreover,  to  permit  direct  billing  by  CFi¥ss  under  a  RAP  payment  system 
could  provide  an  inappropriate  incentive  for  substitution  of  CRT^ 
services  for  services  of  anesthesiologists  because  the  CHNF^  payment 
would  be  in  addition  to  the  RAP  payment. 

If  RAP  services  are  redefined  as  inpatient  hospital  services,  all  CFtik 
serv;ices  would  be  considered  hospital  costs  like  other  patient  services 
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in  the  ERG  rates.    An  actuarial  estijtBte  of  the  pass  tJirou^  costs 
could  be  included  in  the  consolidated  hospital/R?kP  stanc3ardized  anount 
and  the  wei^its  recalibrated.    Payment  would  be  folded  into  the 
existing  ERG  specific  hospitcil  rate  and  the  hospital  would  be 
responsible  for  paying  all  practitioners. 

If  an  independent  RAP  payment  option  is  selected,  CK3NIA  services  could 
be  treated  for  billing  purposes  in  a  manner  consistent  with  the 
treatment  of  anesthesiologists. 

Other  Impacts.    Mtemative  PAP  payment  options  have  differential 
ijipacts  on  Medicare  program  administration,  ftiysicians,  hospitals, 
beneficiaries,  and  other  health  care  staff  vtiich  should  be  considered 
in  payment  design.    For  exanple,  as  previously  mentioned,  establishment 
of  an  independent  RAP  payment  may  require  greater  resources  to 
inplanent  and  maintain  but  would  allow  the  flexibility  to  design  a 
syston  with  payment  adjustments,  i?x3ate  factors,  assignment,  and 
billing  options  specifically  tailored  to  RAP  services. 

BCTRAMURAL  RESEARCH  AM3  PRELIMINARY  FDJDINGS 

Ttvs  Department  is  sponsoring  two  external  research  projects  to  study 
issues  related  to  the  development  of  a  prospective  payment  system  for 
inpatient  RAP  services.    Janet  Mitchell,  Ri.D.  and  Margo  Rosenbach, 
Ri.D.  at  the  Center  for  Health  Economics  (CHER)  are  conducting  K\P 
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analyses  using  a  Part  A/B  merged  data  file  from  fcair  States:  Mabama, 
Connecticut,  Washington  and  Wisconsin.    The  remainder  of  this  report 
primarily  sumnarizes  their  preliminary  findings.    Peter  McMenamin, 
Fh.D.  and  Howard  West  at  Hie  Circle  Inc.  have  recently  begun  similar 
analyses  using  data  files  fran  North  and  South  Dakota,  South  Carolina, 
and  Indiana.    Iheir  preliminary  descriptive  findings  are  reported  in 
Appendix  C.    Hie  Circle  findings  in  four  additional  States  are 
consistent  with  and  support  the  conclusions  drawn  by  CHER  based  on 
analysis  of  their  four  States. 

EMA  SOURCES  AND  MEHHCDS 

Definition  of  RAP  Services 

As  discussed  previously,  one  major  decision  that  would  be  needed  prior 

to  inplementing  a  RAP  prospective  payment  system  would  be  to  select 

services  to  be  covered  by  the  bundled 'payment.    For  the  purpose  of 

•I 

their  preliminary  analysis,  Mitchell  and  Rosenbach  defined  covered 
services  on  the  basis  of  procedure  codes,  regardless  of  the  speciaaty 
of  the  physician  providing  the  service.    Radiology  services  included 
all  diagnostic  radiology,  diagnostic  ultrasound,  therapeutic  radiology, 
and  nuclear  medicine  procedures,  enconpassing  all  HCPCS  70000  series 
codes  plus  those  echocardiography  codes  listed  in  the  90000  series. 
Anesthesia  services  were  defined  as  all  procedures  classified  as  "type 
of  service"  anesthesia,  including  bills  for  special  circumstances 
(e.g. ,  anesthesia  for  patient  of  extreme  age).    Specifically  excluded 
were  nerve  blocks  and  injection  procedures  performed  for  pain 
management.    Pathology  services  included  aill  laboratory  and  pathology 

25 


i 


services  in  the  80000  series  of  HCPCS.    Since  routine  lab  tests 
performed  on  inpatients  are  considered  hospital  services,  Part  B 
pathology  services  consist  priinarily  of  surgical  pathology. 

Data  Bases 

E^ensive  resources  are  required  to  create  the  merged  Part  A  and  B  data 
files  needed  to  conduct  analyses  in  suppDrt  of  a  PAP  payment  plan.  For 
their  work,  Mitchell  and  Rosenbach  selected  all  Part  A  and  B  claims 
fran  four  States:  Alabama,  Connecticut,  Washington,  and  Wisconsin. 
Hiese  four  States  represent  a  range  of  areas  with  varying  physician 
densities,  assignment  and  participation  rates,  and  four  major  census 
regions.    Hospital  episodes  were  constructed  from  1984  Medicare  Part  A 
hospital  claims  obtained  from  HCFA.    Uie  p^^ysician  claims  were  obtained 
directly  from  the  Part  B  carriers  and  then  merged  with  the  records  from 
the  hospital  file. 

T^dndssions  with  no  Part  B  claims  (including  admissions  to  hospitals 
associated  with  health  maintenance  organizations)  were  excluded.  Also 
excluded  were  admissions  to  hospitals  exenpt  fran  the  hospital  PPS.  A 
total  of  over  684,000  hospital  episodes  were  available  for  analysis. 
Irpatient  Part  B  RAP  charges  were  defined  as  the  series  of  reasonable 
charges  (including  patient  copayments  for  deductibles  and  coinsurance) 
for  all  RAP  services  provided  during  the  hospital  stay. 
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Missiiw  Anesthesia  Bills 


After  merging  the  Part  A  and  Part  B  bills,  Mitchell  and  Posenbach 
examined  surgical  ERG  admissions  that  contained  no  matching  Part  B 
anesthesia  claims.    They  found  that  some  hospitals  had  no  Part  B 
anesthesia  bills,  due  to  Medicare  payment  under  Part  A  for  services  of 
CRNAs  who  are  enployed  by  hospitals.    In  Mabama,  for  exanple,  72  of 
128  hospitals  had  no  Part  B  anesthesia  bills  for  surgical  admissions, 
representing  14  percent  of  admissions  (Table  8).  However,  missing 
anesthesia  bills  are  not  limited  to  CKvPi-only  hospitals.    As  shown  in 
Table  8,  the  proportion  of  cases  with  missing  claims  in  other  hospitals 
ranged  from  12  percent  in  Washington  to  more  than  20  percent  in 
Wisconsin  and  Connecticut.    About  four  percent  of  anesthesia  bills  may 
be  missing  due  to  lost  claims,  coding  errors,  and  unsutmitted  bills. 
(This  is  based  on  the  proportion  of  surgical  cases  with  no  surgeon's 
bill.)    In  addition,  sane  surgical  admissions  —  notably  lens 
procedures  and  permanent  pacemaker  iirplants  —  may  not  have  separate 
anesthesia  bills  v^ere  the  surgeon  performs  the  anesthesia.  However, 
based  on  initial  discussions  with  carriers  and  intermediaries,  CHER 
believes  the  majority  of  these  cases  were  performed  by  a  CRNA  without 
an  anesthesiologist  present  (e.g. ,  si53ervision  of  CFT^  ty  the  surgeon 
v*io  did  not  sutmit  a  separate  bill  for  supervision).    It  should  be 
noted  that  this  CRI^  situation  might  ailso  result  in  understatement  of 
medical  ERG  costs  that  require  anesthesia  services  for  diagnostic 
tests. 

Because  the  Part  A  cost  pass-through  for  CRNA  services  ends  in  1989  at 
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vdiich  time  CFNf\s  will  be  allowed  to  bill  under  Part  B,  Mitchell  and 
Posenbach  imputed  anesthesia  charges  for  a?NA  services.    Mean  Psirt  B 
anesthesia  charges  by  ERG  were  conputed  for  each  reasonable  charge 
locality.    (ZRNA  charges  were  estimated  to  be  a  percent  of  the  mean 
(i.e.,  anesthesiologists*  charges),  consistent  with  the  reimbursanent 
policy  of  sone  Blue  Shield  plans  and  State  Medicaid  agencies.  Ihey 
plan  to  investigate  the  reasons  behind  the  missing  claims  by  holding 
further  discussions  with  the  fiscal  intermediaries  and  carriers,  and  if 
necessary,  the  hospitals.    In  inplementation  of  a  PAP  payment  system, 
it  is  likely  that  actual  CFJNA  payments  would  be  used. 

PRELIMINftRY  RESULTS 

Who  Provides  RAP  Services? 

In  their  four  state  analysis,  CHER  found  that  most  inpatient  RAP 
services  are  currently  provided  by  radiologists,  anesthesiologists,  and 
pathologists  (Table  9).    The  major  exception  is  anesthesia  provided  by 
hospital-eiployed  nurse  anesthetists.    In  addition,  certain  radiologic 
services  are  frequently  provided  by  non- radiologists.    For  exanple, 
CHER  found  that  echocardiography  and  ultrasound,  v^iich  together 
represented  about  10  percent  of  inpatient  radiology  charges,  are  often 
performed  by  physicians  in  specialties  such  as  cardiology,  internal 
medicine,  and  ophthalmology.    Finally,  pathologists  accounted  for  the 
bulk  of  Part  B  pathology  bills  except  in  the  state  of  Connecticut  vtfiere 
radiologists  accounted  for  a  third  of  Part  B  pathology  charges. 
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However,  most  of  these  bills  were  fron  a  single  radiology  practice  that 
was  billing  for  a  variety  of  radioinmmoassay  tests. 

Little  evidence  was  found  of  extensive  billing  by  RAP  specialists  for 
non-RAP  activities;  less  than  5  percent  of  charges  billed  by  RAP 
physicians  were  for  non-RAP  services.    Where  such  activity  did  occur, 
it  was  generally  for  hospital  visits  and  consultations,  right  heart 
catheterizations  (by  anesthesiologists),  and  Doppler  pjeripheral  flow 
studies  (by  radiologists). 

What  Do  Inpatient  RAP  Services  Cost? 

Table  10  presents  average  Part  B  charges  for  irpatient  RAP  services  for 
20  high  volume  medical  and  surgical  Ei^s.    These  particular  WGs 
represent  almost  30  percent  of  total  admissions  and  were  selected  in 
order  to  include  a  disproportionate  number  of  DRGs  expected  to  have 
above  average  RAP  charges  (e.g. ,  surgical  ERGs  with  their  attendant 
anesthesia  bills  and  cancer  WGs  with  potentially  above  average  charges 
for  diagnostic  testing  and  radiation  therapy  services).    In  parentheses 
next  to  each  RAP  ERG  average  is  its  coefficient  of  variation  (CV) , 
vfliich  is  defined  as  the  standard  deviation  divided  tty  the  mean.    The  CV 
provides  a  standardized  measure  for  conparing  variation  across  groips 
with  different  means.    Lower  CVs  indicate  less  charge  variability 
within  ERG.    All  dollars  in  the  RAP  ERG  tables  in  this  report  are 
adjusted  for  geographic  cost  differences,  using  the  PPS  hospital  wage 
indent.    A  RAP  payment  program  might  want  to  use  a  different  method  for 
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adjusting  for  geographic  cost  differences. 

Hie  Part  B  RAP  bill  ranged  fron  about  $50  to  over  $1,000  per  admission, 
depending  on  the  EF6G.    Not  surprisingly,  surgical  ERG  cases  have 
considerably  higher  RAP  bills  ccrpared  with  medical  admissions,  about 
three  to  four  times  higher  on  average  (based  on  averaging  across  all 
admissions  and  all  ERGs).    Cancer  patients  also  incurred  so^^ev^tlat 
hi^ier  RAP  bills  than  do  those  with  nonmalignant  disease  (corpare  ERGs 
82,  172,  and  403  with  IM;s  89,  127,  and  182). 

More  inportant  than  the  average  charge  level  is  the  variation  around 
that  mean,  for  this  indicates  the  likelihood  that  a  ERG-based  case 
payment  will  in  fact  reflect  actual  RAP  charges.    What  is  immediately 
striking  from  Table  10  is  the  difference  in  magnitude  of  CVs  between 
medical  and  surgical  RAP  ERGs.    Surgical  ERGs  are  relatively 
hoiogeneous  with  CVs  of  0.50  or  lower.    This  occurs  primarily  because 
of  the  nondiscretionary  nature  of  anesthesia;  almost  all  major  surgical 
cases  require  this  ir^t,  with  price  alone  contributing  to  its 
variation.    By  contrast,  medical  ERGs  vary  more  with  CVs  often 
exceeding  1.0  (indicating  that  the  standard  deviation  exceeded  the  mean 
allowed  charge).    Here,  there  are  fewer  nondiscretionary  inputs  and 
patients  receive  varying  amounts  of  Part  B  RAP  services  and  sane  none 
at  all.    Consider  heart  failure  and  shock  (ERG  127) ,  for  exanple. 
While  85  percent  of  cases  received  at  least  sane  radiology,  only  5 
percent  received  pathology  services,  and  a  mere  1  percent  any 
anesthesia.    (Even  in  a  medicsLL  ERG,  there  may  be  sane  anesthesia 
charges  associated  with  diagnostic  surgical  procedures.)    One  out  of 
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every  seven  patients  in  ERG  127  received  no  Part  B  RAP  services  of  any 
description.    (Uiey  did  receive  other  Part  B  physician  services  during 
their  hospital  stay,  however,  so  noneligibility  for  Part  B  canriot 
e>q)lain  this. )    M justed  charges  for  R?kP  services  for  all  ERGs  in  the 
four  states  analyzed  are  listed  in  appendix  D. 

Deccnposition  of  the  RAP  Bill 

The  relative  mix  of  RAP  services  within  surgical  and  medical  cases  was 
also  examined.    Table  11  presents  average  allowed  charges  for 
radiology,  anesthesia,  and  pathology  services,  respectively,  for  each 
surgical  ERG.    (Due  to  rounding,  the  sum  of  these  three  corponents  will 
not  always  equal  the  total  RAP  charges  shown  on  Table  10 . )  T^esthesia 
accounts  for  the  largest  share  of  RAP  charges  for  surgical  care,  as 
e>^)ected,  ranging  from  95  percent  in  the  case  of  surgery  on  generally 
otherwise  well  patients  (e.g. ,  lens  procedures  and  hernia  repairs)  to 
only  60-70  percent  in  sicker,  more  conplicated  patients  (e.g. , 
extracranial  vascular  procedures,  coronary  artery  bypass  graft  surgery, 
and  major  bowel  procedures).    Radiology  services  account  for  the 
majority  of  the  remaining  RAP  charges. 

Table  12  provides  a  similar  brea)a3own  for  mediccil  ERG  admissions.  For 
these  cases,  the  RAP  bill  is  almost  totally  for  radiology  services. 
Uiere  are  far  fewer  pathology  charges  for  medical  ERGs  than  for 
surgical  ERGs  since  many  pathology  services,  such  as  the  examination  of 
abnormal  tissues,  generally  accorpany  major  surgery  (especially  for 
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cancer) . 


Effect  of  Imputation  of  CRT^  Costs 

As  mentioned  earlier,  CFI^  charges  for  anesthesia  services  were 
iriputed.    Table  13  displays  the  results  for  surgical  ERGs  if  no 
inputation  had  been  made.    A  coiparison  of  inputed  results  in  Table  10 
with  the  nonijiputed  results  in  Table  13  shows  that,  as  expected,  mean 
RAP  charges  would  be  lower  and  CVs  would  be  significantly  higher  for 
sane  ERGs  if  CRNA  charges  were  not  inputed.    For  exanple,  the  mean  RAP 
charge  for  ERG  209  (major  joint  procedures)  in  Mabama  dropped  frcm 
$318  to  $282  v^ereas  the  CV  increased  frcm  0.42  to  0.55. 

Part  B  RAP  Cost  Weights 

Table  14  illustrates  cost  weights  for  RAP  ERGs.    Each  set  of  weights 
has  been  standardized  by  the  average  cost  per  case  across  all  470  ERGs 
for  each  state.    RAP  ERG  cost  weights  are  quite  consistent  across 
States,  suggesting  that  a  sample  of  data  might  be  sufficient  for 
calculating  cost  wei^its  prior  to  program  inplementation.    The  sinple 
correlation  (Pearson's  r)  between  pairs  of  States  for  all  ERGs  is  hi^, 
in  the  0.95  to  0.96  range  (maxinum  value  for  this  correlation  statistic 
is  1.0). 
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E>cplanatorv  Pourer  of  ERGs 


As  slTown  earlier,  sane  RAP  EfJGs  appeared  relatively  homogeneous  in 
their  charges  v^ile  others  displayed  wide  charge  variation.    The  extent 
that  DRGs  as  a  group  ejq^lain  the  variation  in  Part  B  RAP  charges  was 
also  examined.    Table  15  sunrerizes  the  e>qplained  variation  for  all 
ERGS  (as  measured  by  the  R-square) ,  based  on  analysis  of  variance. 
ERGS  account  for  well  over  one-half  of  the  variation  (53-57  percent)  in 
irpatient  RAP  bills.    Virtually  all  of  the  explained  variation  in  total 
RAP  Part  B  charges  is  due  to  the  surgical  DRGs.    Joialyses  of  variance 
conducted  on  the  surgical  cases  alone  yielded  R-squares  ranging  fran 
0.42  to  0.48,  v^ile  in  ccrparable  analyses  for  medical  admissions,  ERGs 
ejq)lained  only  a  small  (9-11)  percent  of  the  variation.    These  firriings 
are  similar  to  those  found  earlier  by  Mitchell  (1985)  in  the  case  of 
both  physician  ERGs  (total  inpatient  Part  B  charges)  and  hospital 
costs.    Thus  the  lack  of  explanatory  power  for  medical  cases  should  be 
attriixited  to  the  ERG  system  itself  and  not  to  any  special 
characteristics  of  RAP  services.    (Refining  the  ERG  system  remains  an 
ongoing,  high  priority  HCFA  activity.) 

SIMUIATED  REDISTRmnrVE  EFFBCnS  ACROSS  HOSPITALS 

A  bundled  payment  approach  such  as  RAP  ERGs  is  based  on  an  assunption 
that  some  cases  will  require  more  RAP  services  and  sane  cases  will 
require  less,  but  that  on  average  the  ERG  payment  is  reasonable  for  the 
services  required.    The  average  gain  or  loss  per  admission  would  be 
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zero  because  payments  would  be  based  on  average  allowed  charges. 
Because  admissions  are  unequally  distributed  across  hospitals,  however, 
the  average  gain  (or  loss)  per  hospital  my  deviate  substantially  from 
zero.    Utus,  the  inplanentation  of  a  RAP  WG  payment  may  benefit  some 
hospitals  (or  other  entity  receiving  the  payment)  v^ile  adversely 
affecting  others. 

To  simulate  potential  redistributive  effects  of  P?P  EFSGs  on  hospitals, 
QiER  created  an  analytic  file  with  the  hospital  as  the  unit  of 
observation.    Ihis  aggregation  resulted  in  a  total  of  407  hospitals 
representing  the  universe  of  all  short-term  general  hospital  treating 
Medicare  patioits  in  four  states  in  1984.    Ml  charges  were  first 
adjusted  for  geograftiic  cost  of  living  differences,  using  the  PPS  wage 
index.    Winners  and  losers  were  then  simulated  by  corparing  actual 
allowed  charges  for  each  case  in  a  given  WG  with  the  overall  TSiG 
average  and  then  cumulating  gains  and  losses  across  all  cases  and  all 
ERGS  to  arrive  at  a  total  gain  (or  loss). 

National  RAP  ERG  payment  rates  were  proxied  using  a  pooled,  four  state 
average.    As  an  alternative  to  a  national  rate,  CHER  also  studied  the 
effect  of  basing  the  payment  on  either  state  or  reasonable  charge 
locality  rates.    For  these  analyses,  no  atterpt  was  made  to  account  for 
the  numerous  payment  adjustments  v^ich  could  be  inplemented  such  as 
those  currently  used  in  hospital  PPS  vMch  were  discussed  earlier.  It 
is  inpDrtant  to  note  that  actual  redistritwtions  would  depend  upon 
v*uch  adjustments  where  included  in  the  design  of  the  RAP  ERG  payment 
system.    Inclusion  of  these  adjustments  could  dramatically  change 
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hospital  winner/loser  status.    These  analyses,  however,  provide  an 
indication  of  the  direction  of  the  effects  that  a  case  based  PAP 
payment  would  have  on  hospitals  or  other  entity  receiving  the  payment. 

Distribution  of  Per  Case  Gains  and  Losses 

liider  a  RAP  ERG  based  payment  using  "siimilated"  national  payment  rates, 
over  one-half  of  the  hospitals  in  the  four  states  CHER  analyzed  would 
receive  average  windfall  gains  of  $15  or  more  on  every  admission  (Table 
16).    Almost  one-third  (31%)  of  hospitals  would  "break-even"  (i.e., 
receive  within  $14  of  vtet  fee-for-service  charges  had  been) .  A 
relatively  smsill  number  of  hospi tails  would  lose  money  (15.9%) ,  but  a 
substantial  number  of  these  would  incur  losses  greater  than  $25  on 
every  patient  they  admit. 

Hie  use  of  state  averages  to  cailculate  WG  payment  rates  had  only  a 
minimal  effect  on  the  distribution:    slightly  more  winners  and  sli^tly 
fewer  losers.    Presumably,  the  difference  in  outccmes  between  national 
and  state  rates  would  have  been  larger  had  the  simulated  "national" 
rates  been  based  on  a  fifty  rather  than  four  state  average.  In 
contrast,  the  use  of  Medicare  reasonable  charge  localities  to  set  rates 
greatly  increased  the  number  of  "break-even"  hospitals,  reducing  both 
the  number  of  big  losers  and  big  winners  (particularly  the  latter) . 
Hiese  results  are  expected  because  there  is  apt  to  be  greater 
homogeneity  of  practice  patterns  within  the  smaller  areas  enconpassed 
by  a  reasonable  charge  locality. 
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Redistrlbutive  Effects  bv  Hospital  Type 


Although  a  majority  of  hospitals  in  the  four  states  would  be  winners, 
there  would  be  systematic  differences  in  redistributive  effects  by 
hospital  type.    On  average,  urban  and  rural  hospitals  would  both  make 
money  under  RAP  ERGs,  but  the  average  gains  per  case  would  be  3  1/2 
times  larger  for  rural  hospitals  (Table  17).    Two-thirds  of  rural 
hospitals  (66.2%)  would  be  winners,  and  very  few  would  lose  money  (only 
6.5%).    By  contrast,  one-fourth  of  all  urban  hospitals  would  experience 
a  net  loss  on  their  admissions.    Uie  really  big  losers,  however,  would 
be  teaching  hospitals.    PJmost  one-half  of  all  teaching  hospitals 
(41.1%)  would  lose  $15  or  more  on  every  case,  coipared  with  only  about 
9  percent  of  non-teaching  hospitals. 

In  an  attarpt  to  determine  possible  explanations  for  these  differential 
results  by  type  of  hospital,  CHER  performed  regression  analyses  that 
attoipted  to  explain  variation  in  per  admission  Part  B  charges  and 
average  gains  and  losses.    Their  results  suggest  that  rural  hospitals 
would  make  money,  largely  for  tliree  reasons: 

(1)  Casgnix.  Rural  hospitals  admit  sonewhat  less  seriously  ill 
patients  within-ERG  (e.g.  fewer  PPS  outliers,  fewer  transfer 
patients) . 

(2)  Available  technology.    As  smaller  hospitals,  they  offer  less 
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technology.  Without  CAT  scanners  available,  for  exanple, 
radiologists  can  not  sutmit  bills  for  these  tests. 


(3)    Practice  patterns.    Rural  hospitals  often  enploy  CRNAs  to 
acaminister  anesthesia,  and  these  practitioners  are  less 
expensive  than  anesthesiologists. 

Teaching  hospi tails  would  lose  money  under  RAP  ERG  case  payment,  even 
after  adjusting  for  variables  that  measure  differences  in  casendx 
severity  (e.g.,  outliers,  transfers,  deaths),  and  other  variables  such 
as  bedsize  and  CRNA  use.    One  obvious  explanation  is  the  extra 
diagnostic  testing  performed  for  teaching  Exposes,  an  added  cost 
recognized  by  Medicare  under  the  hospi tcil  PPS  but  not  taken  into 
account  in  the  simulations. 

In  order  to  better  understand  the  sources  of  gain  or  loss,  CHER 
deccnposed  the  RAP  charge  differential  between  winning  and  losing 
hospitals  for  two  ERGs,  one  medical  and  one  surgicad: 

o      DE?G  89:    pneumonia  with  conplicating  conditions  and/or  age  70+ 
(n  =  18,700) ;  and 

o      ERG  336:    transurethral  resection  of  the  prostate  (TORP)  with 
conplicating  conditions  and/or  age  70+  (n  =  10,229). 

■Eiese  ERGS  were  selected  by  CHER  because  they  are  hi^  volume  groups 
under  Medicare,  and  because  they  are  frequently  admitted  to  both 
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teaching  and  nm-teaching ,  urtan  and  rural,  hospitals. 

CHER  repDrted  that  the  propensity  to  order  x-rays  in  the  first  place, 
and  then  to  order  more  of  than,  accounted  for  almost  half  of  the  TURP 
charge  differential  and  almost  cill  of  the  pneumonia  charge 
differential.    The  remaining  differential  was  due  primarily  to 
differences  in  anesthesia  provider  mix  (losing  hospitals  tend  to  use 
anesthesiologists  rather  than  CRN?^)  and  to  the  propensity  to  order  lab 
tests.    Higher  charge  levels  per  service  accounted  for  relatively 
little  of  the  total  charge  differential  between  winning  and  losing 
hospitals . 

SUM^Y 

Under  a  prospective  payment  system  for  RAP  ir^tient  services.  Medicare 
would  make  a  single  payment  that  would  cover  all  RAP  services  provided 
to  a  patient  during  a  hospital  admission.    The  key  idea  is  that 
Medicare  mi^t  control  costs  and  encourage  efficiency  by  paying  a 
predetermined  amount  for  all  RAP  services  provided  during  a  hospital 
stay.    Paying  for  all  physician  services  using  IKGs  has  been  found 
theoretically  possible  but  inpractical  for  nationwide  inplementation. 
Hcwever,  we  believe  that  IMS  based  payment  for  RAP  services  is 
feasible. 
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Table  1 

Percentage  of  revenues  fron  patients 
in  hospitals 


Specialty  Percent 

EAP  22^ 

Radiology  69.8 

Anesthesiology                  ,  89.7 

Pathology  79.5 

General/family  practice  21.8 

Medical  specialties  34.0 

Surgical  specialties  55.7 


Source:  Fliysicians'  Practice  Costs  and  Income  Survey,  1984-1985 


Table  2 


Number  of  non-federal  physicians  providing  patient  care, 
ard  percentage  that  are  full  time  staff  in  hospital,  1985 


Specialty  ^^J^1ber  providing       Percent  that 

patient  care  are  full  tijne 

hospital  staff 


PAPS 

47.708 

14. 

4 

Radiology 

21,340 

11. 

2 

T^nesthes  iology 

16,853 

9. 

3 

Pathology 

9,515 

26. 

1 

General/family  practice 

56,284 

4. 

3 

Medical  specialties 

106,927 

7. 

6 

Surgical  specialties 

98,854 

4. 

0 

Note:  Excludes  residents. 


Source:  Cortpiled  from  Table  6,  Physician  Characteristics  and  Distribution 
in  the  U.S.  .  Airerican  Medical  Association,  1986 


Table  3 


Percentage  of  f^iysicians  that  have 
financial  contracts  vdth  hospitals 


Specialty  Percent  with 

financial  arrangonents 


RAP  52 

Radiology  58 

Anesthesiology  27 

Pathology  78 

General/family  practice  14 

Internal  medicine  36 

Surgery  11 


Note:  Based  on  a  survey  of  non-federal  patient  care  physicians, 
excluding  residents. 

Source:  Corrpiled  from  Table  1,  SMS  Report.  1(2),  American  Medical 
dissociation,  Feb.  1982 


Table  4 


Medicare  approved  charges  for 
physician  services  in  irpatient  hospitals, 
by  specialty,  1983 


Specialty  Approved  Percent 

charges  of  total 

(Sbillions) 


lULajL 

Q  ft7A 
3.  O  /D 

J.UU .  u 

PAPS 

1.501 

;5r2 

Radiology* 

0.632 

6.4 

Anesthesiology 

0.741 

7.5 

Pathology 

0.128 

1.3 

General/family  practice 

0.612 

6.2 

Medical  specialties 

2.895 

29.3 

Surgical  specialties 

3.960 

40.1 

Other 

0.908 

9.2 

T^roved  charges  for  radiologists  and  pathologists  are 
understated  because  data  exclude  coribined  billings  on 
1453  billing  fonns  and  billings  from  1554 's  for  services 
rendered  prior  to  October  1,  1983.    The  services  of 
radiologists  and  pathologists  were  frequently  billed  on 
these  two  forms. 


Source:  Carpi  led  frcm  data  in  Bumey  and  Schieber,  Fall  1985, 
Health  Care  Financing  Review. 


Table  5 

Riysician  mean  and  median  net  incone,  1985 


Specialty  Mean  Median 

($)  ($) 


RAPS 


Radiology 

150,800 

150,000 

Anesthes  i  ology 

140,200 

128,000 

Pathology 

.  127,000 

120,000 

General/family  practice 

77,900 

70,000 

Internal  medicine 

101,000 

89,000 

Surgery 

155,400 

130,000 

Source:  Tables  38  and  41,  Socioeconanic  Characteristics  of 

Medical  Practice,  T^inerican  Medical  ^association,  1986 


Table  6 

Percentage  of  physicians  with  any  Medicare  patients 
that  signed  Participation  Agreements  and  average 
percent  of  cases  accepted  on  assignment 


Specialty  Participation  Average 

rate  Percent  of 

Cases  Acc^Jted 
on  Assignment 


RAPS 

Radiology  44.0  63.8 

Anesthesiology  20.2  39.0 

Pathology  48.8  59.1 

Ml  physicians  33.2  51.3 


Note:       Data  are  for  self-erployed  physicians. 

Source:    Tables  1-1  and  3-4,  Rosenbach,  Hurdle,  and  Crortwell,  ?>n  ^mlvsis 
of  Medicare's  Physician  Pairticipation  Agreement  Program.  Health 
Economics  Research,  Inc.  Oct.  29,  1985 


Table  7 


Medicare  revenues  as  a  percent  of 
physician  gross  practice  revenues,  1981 


Specialty  Percent 


RAPS 

Radiology  28 

^anesthesiology  22 

Pathology  21 

Other  selected  specialties 

•Dioracic  surgery  35 

Internal  medicine  29 

General  surgery  25 

Ophthalmology  24 

Neurology  24 

General  practice  18 

Neurological  surgery  18 

Orthopedic  surgery  17 

Family  Practice  15 

Plastic  Surgery  12 

Psychiatry  6 

ODStetrics/gynecology  5 

Pediatrics  1 


Source:  ?krthur  O^ens,  "How  much  of  your  noney  cones  frcn  third 
parties?",  Medical  Economics.  7\pril  4,  1983. 
Copyright  (c)  1983  and  published  by  Medical  Economics 
Conpany,  Inc.  at  Oradell,  N.J.  07649. 
Reprinted  by  permission. 


TABLE  8 


FREQUENCY  OF  MISSING  ANESTHESIA  BILLS  FOR  SURGICAL  ADMISSIONS 


Alabama        Connecticut         Washington  Wisconsin 


Total  N  of  Hospitals  128 

N  of  Hospitals 

With  No  Anesthesia 

Bills  (CRNA-Only  Hospitals)  72 

Percent  of  Surgical 
Cases  Treated  in 

CRNA-Only  Hospitals  13.8% 

Percent  of  Surgical 
Cases  with  No  Anesthesia 
Bills—All  Other  Hospitals  14.7% 

Percent  of  Surgical 
Cases  with  No  Anesthesia 
Bills—Total  28.5% 


34  102  139 

5  33  66 

8.7%  2.7%  10.5% 

12.8%  12.0%  21.6% 

21.5%  14.7%  32.1% 


Source :    Mitchell  and  Rosenbach  (1987)  using  Medicare  Part  A  and  Part  B 
Claims,  1984 


TABLE  9 


NON-RAP  SERVICES  BILLED  BY  RAP  PHYSICIANS  AND  PART  B  INPATIENT  RAP  SERVICES 
PERFORMED  BY  NON-RAP  PHYSICIANS 


Alabama       Connecticut       Washington  Wisconsin 

NON-RAP  SERVICES  BILLED  BY  RAP  PHYSICIANS: 

Non-Radiology  Procedures 
as  Percent  of  All 

Radiologists'  Bills  1.0%  3.7%  2.1%  1.8% 

Non- Anesthesia  Procedures 
as  Percent  of  All 
Anesthesiologists' 

Bills  4.9  6.6  4.1  2.9 

Non-Pathology  Procedures 
as  Percent  of  All 

Pathologists'  Bills  3.2  26.9  3.6  2.8 

PART  B  INPATIENT  RAP  SERVICES  PERFORMED  BY  NON-RAP  PHYSICIANS: 

Percent  of  Part  B 
Radiology  Charges 
Billed  by  Non- 
Radiologists 

Percent  of  Part  B 
Anesthesia  Charges 
Billed  by  Non- 
Anesthesiologists 

Percent  of  Part  B 
Pathology  Charges 


8.1%  3.5% 


20.1  16.8 


4.5  41.4 


5.3%  4.8% 


11.8  22.1 


3.8 


5.4 


Source :    Mitchell  and  Rosenbach  (1987)  using  Medicare  Part  A  and  Part  B 
claims,  1984. 
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TABLE  15 

EXPLANATORY  POWER  OF  DRGs  FOR  INPATIENT  PART  B  RAP  CHARGES  (R-SQUARE) 

ALABAMA  CONNECTICUT        WASHINGTON  WISCONSIN 


All  Admissions  0.53  0. 5A  0.56  0.57 

Surgical  DRGs  0.46  0.44  0.42  0.48 

Medical  DRGs  0.10  0.09  0.11  0.10 


Note:  Based  on  all  470  DRGs. 

Source :  Mitchell  and  Rosenbach  (1987)  using  Medicare  Part  A  and  B  claims,  1984. 


TABLE  16 


LMPACT  OF  ALTERNATIVE  PAYMENT  RATES  ON  THE  DISTRIBUTION  OF  WINNING  AND  LOSING 
HOSPITALS* 


Big  Winners 
($25  or  more) 


Simulated 


"National  Rate 


AO.  8% 


State  Reasonable  Charge 
Rate  Locality  Rate 


40.5% 


24.6% 


Small  Winners 
($15-J24) 

Break-Even 
(+  or  -  $14) 


12.3 


31.0 


13.3 


31.5 


13.3 
48.2 


Small  Losers 
($-l5-$24) 


7.1 


6.1 


6.2 


Big  Losers 

($-25  or  more) 


8.8 


8.6 


7.4 


Average  Hospital  Gain  (Loss)         $14.92  $15.22  $10.56 


Columns  sum  to  100%. 
**      Weighted  average  of  four  states. 

Note:  Data  are  for  the  States  of  Alabama,  Connecticut,  Washington,  and 
Wisconsin . 

Source :    Mitchell  and  Rosenbach  (1987)  using  Medicare  Part  A  and  Part  B 
claims,  1984, 


TABLE  17 


DISTRIBUTION  OF  PER  CASE  WINNERS  AND  LOSERS  BY  URBAN-RURAL  LOCATION  AND 
TEACHING  STATUS* 


Urban  Rural  Teaching  Non-Teaching 

Hospitals  Hospitals  Hospitals  Hospitals 

Big  Winners                                    26.8%  55.6%  12.2%  48.9% 
(J25  or  more) 

Small  Winners                                l3.9  10.6  5.6  14.2 
($l5-$24) 

Break-Even                                      34.5  27.3  41.1  28.1 
(+  or  -  $14) 

Small  Losers                                  10.5  3.5  14.4  5.1 
(i-l5-$24) 

Big  Losers                                      14.4  3.0  26.7  3.8 
($-25  or  more) 


Average  Hospital  Gain  (Loss)        $6.58  $23.72  $(9.03)  $21.72 


*      Columns  may  not  sum  to  100%  due  to  rounding.     Gains  and  losses  are 

calculated  based  on  a  pooled  weighted  average  of  four  states:  Alabama, 
Connecticut,  Washington,  and  Wisconsin. 


Source :    Mitchell  and  Rosenbach  (1987)  using  Medicare  Part  A  and  Part  B 
claims,  1984. 


APPENDIX  A 

BACKGROUND  OF  PAYING  FOR  RAPS  INPATIENT  SERVICES 


Medicare  has  reimbursed  for  the  physicians'  services  furnished  to  hospital 
inpatients  by  radiologists  and  pathologists  differently  from  the  way  It  has  paid  for 
other  specialists'  physicians'  services  to  inpatients.  This  difference  in  payment 
stems  from  the  nature  of  the  historical  financial  relationships  that  have  existed 
between  hospitals  and  their  radiologists  and  pathologists.  These  specialists  were 
largely  compensated  physicians  and  it  was  the  practice  of  hospitals  to  generate  a 
combined  charge  for  inpatient  radiology  and  pathology  services.  To  accom  modate 
historical  relationships,  the  Congress  passed  legislation  in  1967  providing  that 
inpatient  radiology  and  pathology  services  would  be  reimbursed  at  the  100  percent 
payment  rate.  In  effect,  there  was  no  Part  B  deductible  or  coinsurance.  This 
legislation  laid  the  groundwork  for  the  combined  billing  method  under  which  the 
intermediary  would  reimburse  the  hospital  for  the  cost  of  its  physicians'  radiology 
and  pathology  services  to  inpatients.  The  combined  billing  method  was  also  made 
available  for  use  in  connection  with  outpatient  physicians'  services. 

Under  the  combined  billing  method  since  charges  for  physicians'  services  were 
combined  with  charges  for  hospital  services  from  the  same  department,  it  was  not 
possible  for  the  intermediary  to  apply  the  usual  reasonable  charge  principles  on  a 
per  service  or  per  procedure  basis.  Rather,  the  intermediary  was  responsible,  at 
cost  settlement,  for  evaluating  the  reasonableness  of  the  physician's  compensation 
for  furnishing  all  physicians'  services  (i.e.,  the  professional  component 
com  pensation). 

Although  anesthesiologists  have  generally  practiced  in  hospitals  under  fee-for- 
service  arrangements  much  like  surgeons  since  the  early  days  of  Medicare 
payment  for  physicians'  anesthesia  services  has  differed  somewhat  from  payment 
for  other  physicians'  services.  Until  1983,  the  carriers  were  permitted  to 
determine  the  reasonable  charges  for  anesthesia  services  consistent  with  the 
predominant  billing  methods  of  such  physicians  in  its  service  area.  In  many  pa^ts 
of  the  country,  because  the  anesthesiologists  developed  their  charges  by  means  of  a 
relative  value  scale  and  a  dollar  conversion  factor,  the  carriers  adopted  the  use  of 
relative  value  scales  and  conversion  factors  in  establishing  reasonable  charges  for 
anesthesia  services. 

There  were  no  major  changes  in  Medicare  payment  policies  for  the  services  of 
radiologists,  anesthesiologists,  and  pathologists  until  Congress  enacted  the  Tax 
Equity  and  Fiscal  Responsibility  Act  of  1982  (TEFRA).  The  TEFRA  legislation 
affirmed  longstanding  Medicare  policies  limiting  reasonable  charge  reimbursement 
to  physicians'  professional  services  to  individual  patients,  as  distinguished  from 
administrative,  supervisory,  and  teaching  services  furnished  to  the  hospital.  It 
required  the  Secretary  to  publish  regulations  differentiating  between  a  physician's 
professional  medical  service  personally  rendered  for  an  individual  patient  by  a 
physician  and  professional  services  furnished  by  a  physician  which  are  rendered  for 
the  general  benefit  of  patients  in  the  facility.  The  regulations  to  implement  the 
TEFRA  legislation  established  general  physician  coverage  principles  for  services 
furnished  in  hospitals  by  physicians.  The  TEFRA  regulations  also  established 
specialty-specific  physician  coverage  principles  for  anesthesia,  radiology  and 
pathology  services. 
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For  anesthesia  services,  the  TEFRA  reflations  introduced  the  term  "medical 
direction"  to  define  the  circumstances  under  which  the  anesthesiologist  utilizes  a 
qualified  anesthetist  in  carrying  out  the  anesthesia  service.  The  regulations 
required  that  all  carriers  determine  reasonable  charges  for  anesthesia  services  on 
the  basis  of  relative  value  units  and  conversion  factors  and  uniformly  defined  one 
time  unit  as  equivalent  to  15  minutes  of  anesthesia  time.  Further,  the  regulations 
drew  a  distinction  in  payment  between  the  case  where  the  anesthesologist 
medically  directs  his/her  own  qualified  anesthetist  employee  and  the  case  where 
the  anesthesologist  medically  directs  a  qualified  anesthetist  who  is  not  his 
employee. 

In  addition,  the  TEFRA  regulations  also  provided  for  the  elimination  of  both  the 
combined  billing  method  and  the  use  of  the  HCFA-1554  billing  method.  As  a  result 
of  the  TEFRA  regulations,  almost  all  physicians'  services  must  be  separately 
itemized  and  billed  to  the  beneficiary  or  the  program  through  the  HCFA-1500. 
This  enables  HCFA  more  effectively  to  subject  physicians'  services  to  the 
overriding  coverage  principle  that  the  service  be  reasonable  and  medically 
necessary,  and  to  the  reasonable  charge  principles  ensuring  that  the  physician 
charge  is  reasonable.  (Legally,  they  have  always  been  subject  to  these  principles.) 

The  prospective  payment  legislation  included  a  provision,  commonly  referred  to  as 
the  "rebundling  provision,"  that  had  some  impact  on  services  provided  by 
physicians,  particularly  radiologists  and  pathologists.  Under  this  provision,  the 
hospital  must  furnish  directly  or  under  arrangements  all  nonphysician  services 
provided  to  hospital  inpatients.  As  a  result  of  the  TEFRA  and  PPS  legislation,  the 
services  of  nonphysicians,  as  well  as  the  administrative  and  supervisory  services  of 
hospital  physicians  in  connection  with  hospital  inpatients,  are  paid  through  the 
DRG  payment  under  the  prospective  payment  system  or  on  a  reasonable  cost  basis 
for  services  furnished  in  non-PPS  hospitals.  The  PPS  regulations,  however,  created 
an  administrative  exception  that  allows  anesthesiologists  who  had  historically 
employed  anesthetists  to  continue  to  receive  payment  through  Part  B  for  such 
services  instead  of  through  the  hospital.  Under  subsequent  legislation,  namely 
Section  2312  of  the  Deficit  Reduction  Act  of  1984  which  enacted  Section  1886 
(d)(5)(E)  of  the  Social  Security  Act,  hospitals  were  allowed  to  receive  payment  on  a 
reasonable  cost  basis  for  the  services  of  certified  registered  nurse  anesthetists 
they  employ  or  whose  services  they  obtain  under  arrangements.  At  the  same  time, 
regulations  were  revised  permitting  all  anesthesiologists  to  receive  reasonable 
charge  payments  for  the  anesthetists  they  employ  on  the  basis  of  the  accompanying 
conference  report  language  (H.R.  Rep.  No.  861,  98th  Congress,  2d  sess.  1293 
(1984)). 


Appendix  B 

Listing  of  Radiology,  Anesthesology ,  and  Pathology  HCPCS  1985_Codes_ 


Type  of  Service 
Radiology 


HCPCS* 


Description 


ROOOO- 
70002- 
76700- 
77261- 
78000- 


R5999 
■76499 
76999 
77799 
79999 


— Miscellaneous  surg  Injection 


HCFA  assignment  diagnostic  radiology  services 
Diagnostic  radiology  (diagnostic  imaging) 
Diagnostic  radiology  (diagnostic  ultrasound) 
Therapeutic  radiology 
Nuclear  medicine 

21116,  23350,  24220,  25246,  27093-27095, 
27370,  27648,  31708-31715,  36000-36299, 
38790-38794,  42550,  47500-47510,  47630, 
49400,  49430-49440,  50390-50394,  50684, 
50690,  51600-51610,  52010,  54230,  58340, 
61026,  61055,  61120,  62284-62291,  68850 


Pathology 


80003-88399       Pathology  and  laboratory 


Anesthesiology 


any  surgery 


00100-01999 
P1-P9 

99100-99140 


with  Type  of  Service  anesthesia  and  HCPCS 
modifier  codes— AA,  AB,  AC,  AD,  AE,  22,  23, 
47,  75,  99 

HCPCS  anesthesia  codes 

HCPCS  modifiers — physical  status 

HCPCS  modifiers — qualifying  circumstances 


Consultations  80500-80502       consultations  (clinical  pathology) 

90600-90643        specialty  is  anesthesia  (5),  pathology  (21, 
22,  30,  31,  32,  36) 


Note:  The  Health  Care  Financing  Administration  Common  Procedure  Coding  System 
(HCPCS)  is  a  listing  of  descriptive  terms  and  codes  for  reporting  Part  B 
services  and  procedures  performed  by  Medicare  providers  and  suppliers.  HCPCS 
Includes  CPT-4  descriptive  terms  and  numeric  identifying  codes  and  modifiers 
that  are  copyrighted  by  the  American  Medical  Association. 


.1 


APPENDIX  C 


DRG  COST  WEIGHTS  PRODUCED  BY  THE  CIRCLE  INC.  FOR: 
North  Dakota,  South  Dakota,  Indiana  and  South  Carolina 


The  following  four  tables  produced  by  The  Circle  Inc.  for  the  States  of  North 
Dakota,  South  Dakota,  Indiana  and  South  Carolina  correspond  to  text  tables 
10-12  and  14  produced  by  CHER  for  the  States  of  Alabama,  Connecticut, 
Washington,  and  Wisconsin.     There  are  some  differences  in  methodology  and 
approach  between  CHER  and  Circle.     The  major  difference  is  that  CHER  imputed 
anesthesia  charges  for  those  surgical  patients  with  no  anesthesia  bill.  Other 
differences  include  the  procedure  for  handling  transfers  (CHER  assigned  all 
charges  to  the  receiving  hospital  whereas  Circle  deleted  transfers)  and  some 
differences  in  HCPCS  procedure  codes  used  to  define  radiology,  anesthesia,  and 
pathology  as  the  type  of  service.     CHER  and  Circle  are  in  the  process  of 
identifying  other  differences  in  methodology  which  may  influence  results  by 
jointly  analyzing  the  State  of  Washington.     The  Circle  findings  in  four 
additional  States  are  consistent  with  and  support  the  conclusions  drawn  by 
CHER  based  on  analysis  of  their  four  States. 
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